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Background Study

THE SERVICESSECTOR IN SOUTHERN AFRICA
1 INTRODUCTION

Countries throughout the world have recognized the economic benefits to be derived from
autonomous reforms in sectors such as financid services, telecommunications and trangport,
which may be viewed as the infragtructural backbones of any economy. These sectors have a
ggnificant impact on growth and efficiency across a wide range of user indudtries and, by
implication, on overdl economic peformance. Avalability of infragtructure services may
leed to export cgpacity building in other sectors, including the attraction of private
invesment. For example, improved tedecommunications generate economy wide benefits as
telecommunications are a vitd intermediate input and ae crucid to business transactions,
transport services contribute to the efficient distribution of goods within a country and within
a region, and have a dgnificant impact on a country’s ability to participate in globa trade;
busness sarvices such as accounting are important in reducing transaction codts, education
and hedth sarvices are necessry in building human capitd which is key to long run
economic growth.

Redtrictions on trade in services reduce the level of economic activity and therefore the leve
of red GDP. Many services are inputs into production and inefficient production of such
savices acts as a tax on production. Liberdization of these services sectors will foster
competition and through it, encourage improvement of product and process innovation,
reduce the scope for wasteful resource use and rent-seeking, and ensure users continued
product availability at reasonable conditions.

In the absence of services liberdization, even successful negotiations to liberdize trade in
goods in the SADC region could ill result in negative effective protection for goods. What
use is opening up borders for trade in goods when goods cannot be transported from one
country to another or traders are not able to efficiently communicate with esch other to
initiste transactions? For SADC liberdization to have any meaning, it is important that
sarvices liberdization keegp pace with trade liberaization.

Sarvices liberdization, unlike goods, is not just a matter of liberdizing trade barriers, but also
ingtituting an appropriate domegtic regulatory framework. It dso entalls, in most cases,
movement of factors of production. A country that liberdizes its services sector is likdy to
attract foreign direct investment and technology.

The efforts of SADC countries to develop services as a mgor export item and contributor to
development and to penetrate the regiond and world markets for services have faced
consderable barriers. This is largely due to the large fixed cods of ertering these sectors.
Even in sectors where other developing countries are exporting, SADC countries face a
number of problems. These include:




Lack of access to financing for export or busness devedopment. The low levd of
income in the domestic markets meke it sufficient for companies to build up a
sufficient client base & homet act as a platform for export.

Difficulty in establishing credibility with internationa suppliers. There is a continuing
perception that SADC service suppliers (perhaps with the exception of South Africa)
are not as capable as those in devel oped countries home markets.

Lack of access to rdiable and inexpendve infrastructure. Poor telecommunications
services impact on out-sourcing or back office export potentid, while a lack of
reliable energy and transport raises costs for al service sectors. Poor infrastructure
could aso affect the ability of a company to provide rdiable service and thus
exacerbate the credibility problem with clients In a number of SADC countries
Internet linkages are dow and unreiable which may meen loss of dients when the
services are not ddlivered in time.

Redizing the potentid benefits of sarvices liberdization, the SADC  countries agreed to dart
negotiations to liberdize trade in services. Progress has been dow mainly because the issues
ae new to mogt policy makers. The low number of proposds in GATS negotiations by
SADC countries reflects the difficulty the countries face to clearly identify negotiating
objectives on services — a problem that has to be addressed. On the other hand, the main
concern of SADC countries in most sectors is capacity-building and technology transfer
rather than access to markets. This paper is an atempt to shade light on some of the sectors
and possible options for liberaizing the services sectorsin the region.

The paper is organized as follows the next section provides a brief overview of the
contribution of services to SADC economies, section 3 looks at trends in services trade in the
SADC  region, section 4 looks a reform efforts in four sectors tedlecommunications,
financid, tourism and transport, section 5 examines options and key issues in services
liberdization in the SADC region, while conclusions are drawn in section 6.

2 CONTRIBUTION OF SERVICESTO SADC ECONOMIES

Sarvices such as financid, trangport, telecommunications are becoming significant players in
most economies in the SADC region. The sectors provide the bulk of employment and
income in many countries. In areas such as financid and telecommunications, services
provide vita input for the production of other goods and services. The services sector is a
magor contributor to GDP and trade in the SADC region. During the period 2001-2002 the
sector contributed an average of amost 50% to the region's GDP. The contribution varied
across countries with the relatively more developed SADC countries (South Africa,
Mauritius, Botswana, Namibia, Swaziland and Zimbabwe) exceeding 50% in 2002 (Table 1).
Services contribution to GDP was aso hedthy in less developed SADC countries. Zambia's
sarvices sector contributed 52 %, followed by Maawi (49%) and Mozambique (45%).
Tanzania, Lesotho and Angola had less that 40%.Lesotho’'s share in GDP declined sharply in
2002 from 42 % in 2001 to 30 percent in 2002. The declined was compensated by a
ggnificant increase in the share of the manufacturing in GDP which incressed from 42% to
52 percent. The sharp increase in textile exports to the USA may explain the decline in
sarvices and increase in manufacturing.




Table 1 — Structure of SADC Economies (per centage of GDP)

Agriculture Industry Services

1992 2001 2002 1992 2001 2002 1992 2001 2002
Angola 10.1 80 532 66.8 36.6 253
Botswana 46 24 24 29.7 46.7 495 457 509 53.19
L esotho 17.6 16.3 183 334 42.0 522 489 417 295
Malawi 3838 36.2 36.5 315 16.3 14.8 20.7 475 48.7
Mauritius 114 6.6 7.0 3.1 313 310 55.6 62.1 62.0
Mozambique 320 26.7 2638 16.3 27.6 217 517 457 455
Namibia 105 11.3 123 311 327 349 584 55.9 527
South Africa 38 32 32 364 312 3L5 59.8 65.6 65.3
Swaziland 117 16.8 135 414 444 A2 46.9 388 52.2
Tanzania 48.0 448 444 16.2 16.0 16.3 358 39.2 393
Zambia 238 21 220 49.0 25.6 26.3 272 52.3 517
Zimbabwe 74 17.6 174 40.9 244 238 517 57.9 58.8

Source: World Bank database

On average regiona services contribution to GDP in the region has grown from 46% in 1992
to 51% in 2002 (Table 2). Botswana and Mauritius recorded the fastest growth in the services
sector averaging 7.8% and 6.2% growth per annum, respectively. In 2001 and 2002, Tanzania
has recorder impressive annua growth rates 5.5% and 6.2%. Mozambique, South Africa and
Zambia regigered lower growth in 202 compared to 2001 while Lesotho and Maawi
recovered from negative growth in 2001. Zimbabwe has had two consecutive years of
negative growth (-5.3 in 2001 and -4,2 in 2002).

Table 2 — Structure of SADC Economies (annual growth)

Agriculture Industry Services
1992 2001 | 2002 1992 2001 | 2002 1992 2001 | 2002

Angola 7.0 18.0 10.0 5.9 41 16 -4.4
Botswana -14 34 34 5.6 8.3 6.0 7.8 114 45
Lesotho 24 -1.6 -1.7 8.0 7.9 9.0 2.0 -0.7 3.6
Malawi 7.9 -6.3 27 05 -10.8 -74 25 -0.7 43
Mauritius 05 31.6 6.6 54 7.0 29 6.2 6.6 5.6
M ozambique 6.7 12.6 72 17.3 20.1 15.1 31 8.1 0.3
Namibia 44 -04 3.0 16 16 19 3.9 3.9 35
South Africa 21 10 20 15 20 3.9 32 3.6 2.3
Swaziland 34 16 16 33 16 16 34 16 5.6
Tanzania 36 54 5.0 5.3 6.9 9.3 3.7 55 6.2
Zambia 42 -24 -4.1 -2.7 9.2 113 39 49 32
Zimbabwe 38 -12.0 -70 -14 -9.8 -8.2 17 -53 -42

Source: World Bank database

The services sectors in most SADC countries are dominated by the financid sector and
trading (Box 1). The congruction sector is dominant in Angola, Lesotho and Mozambique. It
contributes 16.5% of GDP in Angola, 16.7% in Lesotho and 11.7% in Mozambique (where it
is the second largest). Financid services are dominant in South Africa contributing (19.5% of
GDP), Botswana (11.4% of GDP) and Mauritius (8.7% of GDP). The transport sectors




contributes  dgnificantly in Mauritiuss, Mozambique and South Africaa Trading and
digribution is dominant in the less developed SADC countries (Madawi and Mozambique).

Box 1. Major service sector and percentage contribution to GDP

Angola (2002) - Construction (16.5%)

Botswana (2001) - Trade and hotels (11.4%); Financial services (11.4%)

L esotho (2000) - Construction (16.7%); Hotel and restaurants (9.1%)

Malawi (2000) - Distribution (20.8%); Financial and professional services (7.9%)

Mauritius (2001) - Transport storage and communication (11.7%); Wholesale and retail trade and other (10.6%);
Financial services (8.7%); Real estate and business services (8%)

Mozambique (2001) - Trading (17.2%); Transport and communications (16%); Construction (11.7%)

Namibia (1997 - Real estate and business services (9%); Wholesale and retail trade and repairs (8.1%)

South Africa (2002) - Financia services (19.5%); Wholesale and retail trade and other (13.3%); Transport
storage and communication (9.6%)

Swaziland (2001) - Wholesale and retail (5.1%); Construction (4.1%)

Tanzania (2001) - Trade, hotels and restaurants (11.3%); Financial and business services (5.1%)

Sour ce; Central Statistical Offices

In most SADC countries government are spending sSgnificant share of tota government
expenditure on hedth, education and transport. In some countries (Botswana, South Africa,
Swaziland and Tanzania) expenditure on education makes up over 20% of tota government
expenditure (Table 3). Expenditure on hedth average about and transport average about 7.8%
of tota government expenditure in the region while expenditure on trangport average
5.6%.These are the sectors that government may want to consider opening up to foreign
investors as pat of services liberdization in order to reduce the financid burden of the
government. Of course, the process has to be followed by proper regulatory instruments to
ensure that people are not disadvantages through higher prices, thereby limiting access to
health and education.

Table 3: Expenditureon select sectorsas a per centage of total gover nment expenditure

Health Education Transport
1999 2000 | 2001 1999 2000 | 2001 1999 2000 [ 2001

Angola 15 33 5.7 18 31 6.7
Botswana 5.2 55 5.9 236 24.8 249 5.1 5 5.1
L esotho 20.6 20.7 4.1 1 17 13
Malawi 85 6.4 101 146 121 158 10.9 9.9 6.8
Mauritius 8.3 8.2 8.1 151 144 139 4.1 4 5.9
South Africa 101 9.7 20.6 20.2 46 51
Swaziland 79 8.3 8.2 243 234 239 5.6 5.6 6.3
Tanzania 7 79 9.7 187 20 236 6 7.3 123

Source: Central Bank Quarterly Bulletins

3. TRENDSIN SERVICESTRADE IN SADC COUNTRIES




Table 4 — Services Account of Balance of Payments

(in millions of US doallars)

Receipts Payments Net
1999 2000 2001 1999 2000 2001 1999 2000 2001
Angola 267 202 2,699 3,517 -2,442 | -2,432 | -3,315
Botswana -156 -222 -202
L esotho 232 281.1] 303.3| -296.5 -292.2 -324.9 -64.5 -11.1 -21.6
Malawi 42 45.3 48.7 -95 -93.9 -81.8 -53 -48.6 -33.1
Mauritius 968 1083 1151 -736 -729 -874 233 354 277
Mozambique 355.6| 405.1| 3479 -591.6 -648.4 -783.6 -236 | -243.3| -435.7
South Africa 5,603.8| 5,546.3| 5,572.2| -6,303.8| -6,482.5( -6,397.1 -700 | -936.2 | -824.9
Swaziland 95 108 86 -205 -213 -182 -110 -105 -96
Tanzania 646.4| 666.7| 679.6| -873.4 -759.8 -781.2 -227 -93.1 | -101.6

Source: IMF Country Reports and Central Bank Quarterly Reports

Most SADC countries remain net importers of services. The region had a US$4.7 hillion
deficit in services trade. Mauritius is the only SADC countries that recorded surpluses (Table
4). Most of the payments are related to travel and transport which are easier to capture by the
commercid banks. Lesotho and Botswana have surpluses in their travel related account.
Capturing baance of payments figures for services is the most difficult aspect of services
trade. It is believed that countries are only able to capture 15-20 percent of thelr services
trade. The falure to capture services related data make it difficult to assess the export
potentia of a number of services industries.

4 SELECTED SECTOR ANALYSIS

41  TELECOMMUNICATION SERVICES

The role of tdecommunications as essentid to the fadlitation of internationa trade,
economic development, and the enrichment of citizens lives has become widdy accepted.
Modern means of telecommunications, enhanced by competition, will enable al countries to
paticipate more fully in internationd trade, paticulaly if complemented by increasd
liberdlization of cross-border supply of many dectronicaly ddiverable services. Innovetion
in tdecommunications will be essentia to ensuring that the anticipated growth of eectronic
commerce can be fully redized.

Economic returns to telecommunications infragtructure invesment are much greater than the
returns on just the tdecommunication investment itsdf. Where the dtate of the telephone
sysem is rudimentary, communications between firms is limited. The transaction costs of
ordering, gathering information, and searching for services are high. As the telephone system
improves, the costs of doing business fdl, and output will increese for individud firms and
the economy: “If the telephony does have an impact on a nation's economy, it will be through
the improvement of the capabilities of managers to communicate with each other rapidly over
increased distances’™. Thus, telecommunications infrastructure investment and the derived
sarvices provide ggnificant benefits, their presence dlows productive units to produce better.
The ability to communicate a will increases the ability of firms to engage in new productive

L 1bid.




activities. The supply of fixed-line and mobile phones, marked by lower tariffs and overal
telephone charges, reflects globd trends and matches the growing needs of a multilatera
environment. The avalability of an efficent tdecom infrastructure contributes to attracting
foreign direct investment to the economy and provides a good bass for the participation of
loca service providersin internationd eectronic trade in services.

Leff (1984) argues that telecommunications lower the fixed and variadle cods of information
acquistio?.  An expanson of the telecommunications network generates cost saving
externdities to other markets. These externdities involve lower costs of search, increased
ability to arbitrage, and increased information on the digtribution of prices and services, dl
leading to lower transactions costs and more efficient operation of telecommunications, using
markets. Leff further shows tha firms can have more physcdly dispersed activities as
telecommunications incresse.

The importance of the boogt in the ability of firms to engage in new product activities grows
as the information intengty of the production process incresses. Thus, telecommunication
invetments might lead to benefits in other sectors In suggesing that a country’s
telecommunications infragtructure has strong effects on economic growth, it has been argued
that investment in telecommunications has important spillovers and crestes externdities’.

One of the mogt important issues facing the SADC region is the promotion of free
competition in the tdecommunications industry. Since the early competitive developments,
from the 1968 US Federal Communications Commission Carterfone decison, holding that
US consumers had the right to buy their termind equipment from manufacturers other than
AT&T to the 1982 consent decree that led to AT&T break up, entrants have relied on courts
and regulators to gain access to established operators networks. And, in the SADC region,
competition will for some time continue to be promoted by legidative, judicid, and
regulatory intervention. But most observers predict that competition policy will take over
once competition has devel oped.

The deveoping compstition in the tdecommunications industry is likdy to produce a
substantial change in the way the industry operates. Most observers predict that decades of
regulatory scrutiny will give way in the near future to a competitive market place from which
detailled regulation will withdraw. Legidators, regulators, and antitrust authorities dl envison
a trandtiond period followed by the subditution of competition policy for regulatory
supervison. This view was, for example, expressed in the United States in the 1996
Tdecommunications Act, which fadlitated entry (including by the long-distance companies)
into the regiond Bl companies territories in order to enhance competition in loca phone
sarvice while dlowing the latter to enter the long-distance market once sufficient competition
hed developed in the local phone market.

2 Nathaniel H. Leff. “Externalities, Information Costs, and Socia Benefit-Cost Analysis for Economic
Development: An Example from Telecommunications.” Economic Development and Cultural Change, 1984,
32(2), pp. 255-76.

3 Studies by the United Nations Economic Commission for Europe (1987), The Telecommunication Industry:
Growth and Structural Change; by the International Telecommunications Union (1980), Information,
Telecommunications and Development; and by R.J. Saunders, J.J. Warford, and B. Wéllenius (1983), for the
World Bank and the Brundland Commission, Telecommunications and Economic Development, all attest to
the need to have amodern, efficient telecommunications sector as a precursor to economic growth.




Telecommunications sarvices ae an important focus for most indudrid countries in the
current round of trade taks in sarvices. All initid negotiating podtions and country requests
by these industrid countries are asking for full liberdization of the sector. SADC countries
have dready embarked on reforms in telecommunicetions but few have made commitments
in the WTO and none has proposed going as far as full liberdization in the foreseeable future.

Domedtic policy developments and regulation of the telecommuniceations sector by WTO
member countries is guided by the Genera Agreement of Trade in Services the Framework
Articles of the GATS, the Annex on Tdecommunications, and the Schedule of Specific
Commitments (including the Reference Paper).

The crucid agpect of the Annex on Telecommunications is transparency and access to the
network:

= Making information on conditions affecting access and use to the public
telecommunications networks publicly available,
= Savice suppliers (not just telecommunications suppliers) must be given access and use on
reesonable and nontdiscriminatory terms and conditions for supply of a scheduled
sarvice. Theseinclude:
= permission to attach termina equipment to supply their service,
= interconnecting their private circuits with the public,
= use of operating protocols of their choice, and
= useof the network to move information within and across borders.

411 Telecommunications Policy and Reform in SADC

Article 10.2 of the SADC Protocol on Transport, Communication and Meteorology requires
SADC countries to develop harmonized regiond telecommunications policy. The pace and
actud sequence of reform in SADC will, however, depend on the circumstances of individua
countries. The palicy is implementing an orderly economic and inditutiona restructuring of
the telecommunications sector, expanding and drengthening the inditutiond capacity to
manage the sector, policy development and legidation.

In 1998 the Southern Africa Trangport and Communications Commisson's Committee of
Minigers approved the Tdecommunication Policy Document as a common policy guideline
for adoption and implementation a the naiond level and the Modd Tdecommunication Bill
a a guiddine for nationd legidation for implementing the agreed telecommunications
policies. SADC countries were urged to expeditioudy adopt and implement the policies and
the Modd Bill in the interest of early regiond integration and economic development.

SADC tdecommunications drategy is outlined in the SADC Tedecommunications Policy
Document and the Modd Teecommunications Bill. The Bill deds with principles for the
desgn of policies amed a providing information and communication services crucid to the
overdl achievement of a universd sarvice and universal access. The Bill dso dedls with the




edablishment of regulatory authorities, licensng of telecommunication services and the
duties of public telecommunication service providers.

All the SADC countries have adopted a cadttious liberdization drategy on
telecommunications. Within the fixed line sector the liberdization Srategy has involved:

= Separation of the incumbent from government ministries,

=  Grantting of an excusvity period during which a foreign equity partner is found to inject
capita and technica know-how while the incumbent preparesitself for competition, and

= Introduction of a second nationa operator.

All the SADC countries underestimated the demand for mobile phones. Most countries begun
with one or two licenses. The market has grown substantially and there is an urgent need to
introduce new operators.

@ Fixed line basic telecommunications

Lesotho, Mauritius, South Africa and Tanzania have partidly privatized the nationd operator,
Mdawi and Zambia have immediate plans to privatize, while Botswana is 4ill conducting
feashility dudies. Mot SADC countries have began exclusvity periods that will see a
second nationa operator being licensed in the near future. For example, Lesotho and Maawi
have four and five years left, respectively, before the end of the excludvity period. Mdawi
has, however, permitted local operator licenses that have a limited geographic coverage of
one digtrict. South Africa is & the most advanced stage. A second nationa operator was
expected in the markets by May 2003. The decison has been postponed severd times. To
date no decision has yet been made.

= In terms of voice resdle competition, only Tanzania has opened up while Botswana
permits domestic resde only.

= Zambiaand South Africaare the only countries that alow VOIP but only the rural aress.

= Mogt SADC countries, except Tanzania and Zambia, require Mobile and VANS operators
to lease network from the incumbent for internationd and domestic long-distance traffic
routing. Botswana alows domestic networks only in the VANS sector.

(b) M obile telecommunications

All the SADC countries have licensed mohile operators and have some limited competition in
the sector with the exception of Namibia and Lesotho. Tanzania has a fully liberalized market
with no foreign ownership redrictions. Lesotho and Madawi are the only other countries that
have not placed ownership redrictions. Zambia has a 60% domestic partner requirement,
which is 29% higher than the standard for the region.

(© Regulatory environment
With the exception of Namibia, dl the SADC countries have a telecoms regulator

autonomous in its decison making. In Botswana and Zambia, the Miniger can remove
members of the regulatory body, while in Zambia only the chief executive can be removed by




the miniger. In al the SADC countries, except Mdawi, remuneraion is determined by the
Minigter. South Africa and Namibia are the only countries where parliamentary appropriaion
is the only form of funding for the regulator. The rest of the SADC countries use funds from
license fees and spectrum.

4.1.2 Impact of Reform

The mogt driking festure of telecommunications development in Southern Africa is the rapid
rise of mobile telephones. In less than five years, mobile subscribers have grown from being
non exisent to outnumbering fixed line subscribers (except in Namibid). Mobile subscribers,
on average, make up dmost 70% of dl subscribers. SADC countries made sgnificant gains
in access to telephones (mogtly in Botswana, Mauritius and Maawi). However, the number
of fixed lines has been declining over the past two years due to increesng number of
subscribers disconnecting. Mdawi and Tanzania are the only two countries that registered
some increases in recent years though dower than between 1997 and 2000.

Table5 - Fixed and M obile Phones

Fixed Line Subscribers Mobile Subscribers
1997 2002 1997 2002
Botswana 85,592 142,600 0 278,000
Lesotho 20,400 21,100 1,262 52,000
Malawi 35471 56,000 7,000 59,000
Mauritius 222,747 281,000 37,000 300,000
Namibia 92,821 114,000 12,500 100,000
RSA 4,645,000 4,925,000 1,600,000 11,000,000
Tanzania 105,095 150,000 20,200 427,000
Zambia 71277 84,300 3,752 121,300

Source: SATRN Research Project
4.1.3 GATS Commitments

Only four SADC countries (Lesotho, Mauritius, South Africa and Zimbabwe) have made
some GATS commitments in tdecommunications (Table 4). On fixed lines, dl the
commitments have bound the monopoly datus. South Africa precommitted to a least one
new entrant (a second nationa operator), Mauritius precommitted to an unspecified reform of
the sector.

Only Mauritius and South Africa made commitments on mobile communications, and both
jus committed to the limited liberdization of a duopoly daus South Africa adso
precommitted one additional operator in the future.

In vaue-added services, only Lesotho offered full liberdization. South Africa and Zimbabwe
offered limited liberdization requiring vaue-added service providers to make use of the
monopoly fadilitiesin providing their service.

Even though on the ground most SADC countries fulfill the requirements of the Reference
Peper, only South Africa has fully committed to the Paper, while Mauritius has committed to
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reforms that would satisfy the Reference Paper. South Africa dso committed itsdlf to opening

up resde of fixed line services.

Table 6 - Specific Commitments of SADC Countriesin Telecommunications

Country Commitment in Limitationsto market Limitations on national
Telecommunications access treatment

Angola NC - -

Botswana NC - -

Lesotho \% 1-N; 2-U; 3-N; 4-H 1-N; 2-U; 3-N; 4-H

Malawi NC - -

Mauritius B 1-N; 2-N; 3-R; 4-H 1-N; 2-N, 3-R; 4-H

Mozambique NC - -

Namibia NC - -

Swaziland NC - -

South Africa B 1I-R; 2-R; 3-R; 4-H 1-N; 2-N; 3-N; 4-H

Tanzania NC - -

Zambia NC - -

Zimbabwe BV Al-R; 2-R; 3-R; 4-H A:1-N; 2-N; 3-N; 4-H
B:1-R; 2-R; 3-R; 4-H B:1-N; 2-N; 3-N; 4-H

Notes: B=Basic telecommunications; V=V a ue-added telecommunications; U=Unbound; H= Unbound except
asindicated in the horizontal section; N=Bound with no restrictions; R= Bound with restrictions; NC= No
commitments; 1=Cross-border supply; 2=Consumption abroad; 3=Commercial presence; 4=Presence of natural
persons.

Source: WTO

414 Challenges Facing Telecom Reform in SADC Countries

@ I nter connection

In a mult-operator environment, interconnection is a crucid regulaory issue for
telecommunications policy. No new entrant into the maket will be aie to compete
effectively unless it is adle to interconnect its network with the fadlities of the incumbent
operator. In the course of trangtion to competition, a pivota issue is how best to meet the
requirements of interconnection of each of the service providers. For most telephone users,
the services offered by the new entrant will be of no use unless the entrant is able to link up
its subscribers with the large number of subscribers of the incumbent operator.

Compstition in the market can flourish only if entrants are able to interconnect their facilities
with those of the incumbent and to do so a terms that dlow the entrant to provide qudity
savice a an afordable price. A “far and reasonable’ interconnection policy is a criticd
input in promoting competition in the telecommunication markets.

(b) Tariff Issues

Linked to interconnection and competitive efficiency is the issue of tariff and tariff policy. It
is now widdy recognized that enhancing efficiency and investment in tdecom requires the
introduction of competition, which in turn needs a regulatory mechanism to facilitate
compstition. An essentid ingredient of trandtion from a protected market to competition is

-11 -



alignment of prices to costs (i.e. cost oriented or cost based prices), so that prices better
reflect thair likdy levesin acompetitive environment.

4.2  FINANCIAL SERVICES

Financid sarvices are divided into banking, insurance, asset management and the securities
market. South Africa is by far the mgor player in the region. SADC countries are mainly
importers of financia services.

421 GATSCommitments

Seven SADC countries (Angola, Lesotho, Mdawi, Mauritius, Mozambique, South Africa and
Zimbabwe) have made commitments in financid services (Table 7). They have dl made
commitments in the banking sector, but only three have made commitments in insurance.
Based on the commitments, Mozambique and Mdawi have the mogt liberal regimes. Most
countries gpplied their horizontal commitments to Mode 4 (movement of natural persons).
Access is limited to skilled labor linked to commercid presence. Apart from Lesotho and
South Africa, the SADC countries have imposed few redrictions on nationa trestment but
have redricted market entry. Countries that have made commitments have made sgnificant
restrictions on commercia presence and cross-border supply.

Table 7 - Commitmentsin GATS Financial Services

Countries _Commitment _in Limitationsto market Limitationson national
Financial Services access treatment
Angola B 1-R;2R;3-R;4R 1-N;2-N ;3-N ;4-N
Botswana NC - -
CongoDR NC - -
Lesotho AB A:1-U;2-N;3-R;4-H A:1-U;2-N;3-N;4-H
B:1-U;2-U;3-R;4-H B:1-U;2-U;3N;4-H
Malawi B 1-N;2-N;3-N;4-H 1-N;2-N;3-N;4-H
Mauritius AB A:1-R;2-R;3N;4-H A:1-N;2-N;3N;4-H
B:1-U;2-N;3-R;4-H B:1-N;2-N;3-N;4-H
Mozambique B 1-N;2-N;3-R;4-H 1-N;2-N;3-N;4-N
Namibia NC - -
South Africa AB A:1-U;2-N;3R;4-H A:1-U;2-N;3N;4-H
B:1-U;2-U;3-R;4-H B:1-U;2-U;3-R;4-H
Swaziland NC - -
Tanzania NC - -
Zambia NC - -
Zimbabwe B 1-N;2-N;3R;4-H 1-N;2-N;3N;4-H

Notes: A = Commitment in insurance; B = Commitment in banking; NC = no commitment; U = Unbound; H =
Unbound except as indicated in the horizontal section; N = Bound with no restrictions; R = Bound with
Restrictions; 1= Cross-border, 2= consumption abroad, 3= commercial presence, 4= presence of natural persons.

Source: WTO

SADC countries  GATS commitments do not provide a complete picture of the extent of
trade liberdization in the region. A number of SADC countries have undergone sgnificant
reform of ther financad systems but have not committed the reforms in the GATS. For
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example, Botswana abolished dl forms of exchange control but made no commitment in the
GATS. The falure to commit the reforms in the GATS is a reflection of lack of SADC
countries  participation in the GATS negotiations, and aso an indication that some countries
may not want to bind themsdves until there are certain that reform will continue.  Similarly,
severd ingtances can be noted of commitments made but not enforced as yet.

4.2.2 Export Potential

Most SADC countries are not in a postion to engage in internationd export of financia
sarvices beyond trade facilitation. However, there is potentia for greater intra-regiona trade.
This can be used as a platform for building the necessary capacity to export internationdly.
South Africa forms a large pat of regiond penetration followed by Zimbabwe Mauritius
edablished itsdf as a globd financid center and Botswana intends to establish itsdf as a
regiond financid centre,

43 ROAD TRANSPORT SERVICES

Road transport services cover passenger and freight trangport, renta of commercid vehicles,
maintenance and repair of road transport equipment, and supporting services for road
trangport services. The cods of internaiond trangport services are crucid determinants of
most SADC countries competitiveness. The land locked countries of Lesotho, Swaziland,
Botswana, Zimbabwe, Zambia and Madawi depend on road transport to carry most of their
exports and imports. The efficiency of trangport services greatly determines the ability of
firms to compete in foreign markets. For most of the land locked countries higher costs of
trangportation feed into import and export prices. The road transport network service in
SADC is dill inadequate to contribute to the development needs of the region. The qudity of
the road network is uneven across countries.

4.3.1 Sector Performance

SADC has a dedgnated Regiond Trunk Road Network system with corresponding common
desgn standards and specifications, and common road signs of about 888,081 kilometers.
100,083 kilometers are primary roads, 229,179 kilometers secondary roads and 488,819
kilometerstertiary roads.

There has been ggnificant growth in 1oad transport sector in the last 10 years, as the SADC
countries have continuoudy shifted from ral trangport to road transport to move both their
freght and passengers. This has created a problem of overloading, which has increased the
cogt of mantaining the roads. The SADC countries are carrying out mgor reforms in the road
sarvices sector. The reforms, based on the SADC Investment in Transport Act, are expected
to enhance the participation of the private sector in road infrastructure.

4.3.2 GATSCommitments
Only Lesotho and South Africa have made commitments in road transport (Table 8). The

commitments are with respect to passenger, freight and maintenance, and repair of road
transport equipment. The commitments have limitations to market access and nationd
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treatment with respect to the presence of natural persons. The two countries have aso made
horizontal limitations. they provide for limited access to skilled personnd and the provison
of training for local personnd.

Table 8 - GATS Commitmentsin Road Transport Services

Country Limitationsto market access Limitationsto market access
Lesotho 1-U; 2-U; 3-N; 4-H 1-U; 2-U; 3N; 4-H
South Africa 1U; 2-U; 3-N; 4H 1-U; 2-U; 3-N; 4H

Notes: U=Unbound; N= Bound with no restrictions; H= Unbound except as indicated in the horizontal section;
1=Cross border supply; 2=Consumption abroad; 3=Commercial presence; 4=Presence of natural persons.
Source: WTO

433 Barriersto Trade

The road transport sector is relatively liberd in al the SADC countries. However, cross
border permits, customs and immigration controls ae a mgor condraint to the efficent
functioning of the sector. For example, a trucker driving from South Africa to Mdawi has to
pass through Zimbabwe and Mozambique going through sx different check points a the
three international border points, each requiring a different permit to pass and long delays. In
fact, time spent at border check points exceeds travel time.

The different regulatory policies in the road services sector difle delays the flow of intra
regiond traffic. These indude adminidrative documentation requirements at the border,
customs ingpection, security checks, trandt and other charges which are different from
country to country.

44  TOURISM SERVICES

The tourism sector has traditiondly been liberd. Tourism services cover hoteds and
restaurants, travel agencies, tour operator services, and tourist guide services. The sector is of
export interest to dmost dl SADC countries because it is a source of foreign exchange and
dso a mgor source of employment. However, development in the tourism sector is
condrained by lack of cgpacity and inefficiency in the supporting services sectors, such as
telecommuni cations, finance and transport.

441 Sector Performance

The tourism sector in SADC has been expanding over the past decade. The sector has a
grong “flow-through effect” with travel across adl SADC countries. Between 1995 and 1998
tourig arrivas increesed from 89 million to 11.5 million. During the same period, tourist
receipts increased from US$3.16 billion to US$4.45 hillion. It is estimated that the tourism
sector in the SADC region directly employs 1.2 million workers and indirectly employing an
additiona 2.2 million.

An example of successful tourism development is Mauritius. Tourist arrivas have increased
from 536,125 in 1997 to 660,318 in 2001 (Table 9). Gross earnings from tourism receipts
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have been geadily increasng from US$478 million in 1997 to US$624 million in 2001
During the same period average earnings per tourist has increased from US$892 to US$944.

Table9 - Mauritius Tourist Arrivals and Earnings

1997 1998 1999 2000 2001
Arrivals 536,125 558,195 578,085 656,453 660,318
Gross earnings (millions of US 478 496 543 542 624
dollars)
Average earnings per tourist (US 892 838 939 826 4
dollars)

Source: Central Statistical Office

South Africa atracts the mogt tourigts in the region. Taking up on average 52% of the tourist
vigtors in the SADC region and 53% of the receipts. Zimbabwe is the second most attractive
destingtion followed by Botswana, Mauritius and Namibia However, in terms of receipts
Mauritius was is second highest earner despite lower tourist arivas than Zimbabwe and
Botswana.

442 GATSCommitments

SADC countries have made more commitments in the travel and tourism sector than in any
other services sector. This may be motivated by a desire to atract both demand and foreign

investment.

Table 10 - GATS Commitmentsin the Tourism Sector

Commitment in Limitation to market access Limitation on national
Tourism treatment
Angola A 1-N; 2- N; 3-N; 4-H 1-N; 2-N; 3-N; 4-H
Botswana AB A:1-N; 2-R; 3-R; 4-H A:1-N; 2-U; 3-R; 4-H
B:1-N; 2-N; 3-R; 4-H B:1-R; 2-N; 3-N; 4-H
Congo DR ABC 1-N; 2-N; 3-N; 4-H 1-N; 2-N; 3-N; 4-H
Lesotho ABC A :1-U; 2-N; 3-H; 4-H A :1-U; 2-N; 3-H; 4-H
B:1-U; 2-N; 3-U; 4-H B:1-U; 2-U; 3-U; 4-H
C:1-U; 2-N; 3-N; 4-H C:1-U; 2-N; 3-N; 4-H
Malawi ABC 1-N; 2-N; 3-N; 4-H 1-N; 2-N; 3-N; 4-H
Mozambique NC - -
Mauritius ADCD 1-R; 2-N; 3-R; 4-H 1-R; 2-N; 3-R; 4-H
Namibia AB 1-N; 2-N; 3-N; 4-H 1-N; 2-N; 3-N; 4-H
South Africa ABC A:1-U; 2-U; 3-N; 4-H A:1-U; 2-U; 3-N; 4-H
B:1-N; 2-N; 3-N; 4-H B:1-N; 2-N; 3-N; 4-H
C:1-U:; 2-N: 3-N:; 4-H C:1-U; 2-N: 3-N:; 4-H
Swaziland A 1-U; 2-N; 3-R; 4-H 1-N; 2-N; 3-N; 4-N
Tanzania A 1-N; 2-N; 3-R; 4-H 1-N; 2-N; 3-U; 4-U
Zambia ABC 1-N; 2-N: 3-N: 4-H 1-N: 2-N: 3-N: 4-H
Zimbabwe ABC A :1-N; 2-N; 3-N; 4-H A :1-N; 2-N; 3-N; 4-H
BC:1-N; 2-N; 3-R; 4-H BC:1-N; 2-N; 3-R; 4-H
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Notes: A=Hotels & restaurants; B=Travel and tour operators; C= Tourist guide services, D= other services;
U=Unbound; H=Unbound except asindicated in the horizontal section; N=Bound with no restrictions;
R=Bound with restriction; NC=No commitment; 1=Cross border supply; 2=Consumption abroad,;
3=Commercial presence; 4=Presence of natural persons

Source: WTO

Mdawi, Mauritius and Zambia have made specific commitments in dl sub-sectors. Mauritius
made commitments in other tourism services such as tourist transport operation (car rentd),
yacht chartering and cruisng services, and tourig duty free shops. Mozambique is the only
SADC country that has not made any commitment. All SADC countries except Namibia have
kept the movement of qudified persons unbound. Conversely, Namibia is the only SADC
country that does not maintain any limitations to foreign suppliers of tourism services.

443 Reform Initiatives

The SADC countries have cooperated under the World Tourist Organization. The region has
a0 edablished a SADC Tourism Sector Coordinating Unit to reform the tourism sector. In
1998, SADC countries sgned a Protocol for the Development of Tourism. However, only
Botswana, Mauritius and Zimbabwe have ratified the Protocol. The Protocol ams to facilitate
intrarregiona travel for the development of tourism by removing travd and visa retrictions
and harmonizing immigration procedures in order to facilitate the movement of both regiond
and internationd tourists in the SADC region.

As pat of reforming the sector, the SADC member dates formed RETOSA which has
representation  from the public and private sectors. RETOSA is the marketing ad
promotiond am of the SADC tourism sector. It ams a creating a concrete destination
identity for the regiond maket. The reform initistives ae amed a drengthening the
competitiveness of the sector through the harmonization of tourism legidation, srengthening
indtitutiona capacity, upgrading and harmonizing sandards, and increasing competition.

On the export sde, the tourism sector is constrained by the absence of SADC tourist suppliers
in the home country of mog tourists and lack of access to the Globd Didribution System and
the Computer Reservation System.

5 SERVICESLIBERALIZATION IN SADC

There are subgtantid gains to be made for SADC countries, both from liberdization within
the region and from multilaterd liberdization, especially in key infrastructure sarvices like
telecommunications, trangport and financid services. SADC countries could stand to make
dggnificant gans from more open sarvices trade. Successful liberdization will  require
introducing competition (and not just changing ownership) and effective regulation to correct
market fallure and in some sectors ensure socia gods such as universal access. Appropriately
desgned domedic regulations can hdp reform a nationd level and provide meaningful
market access at both regiona and internationd levels.

Services have a number of digtinctive festures that need to be taken into account when
discussng liberdization. The need for proximity between the consumer and the producer
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implies that one of them must move to make an internaiond transaction possble. Trade in
sarvices include four modes of supply:
- Mode 1: Cross-border supply which arises when a service crosses a nationd border,
for example, the purchase of software by a consumer from a supplier located abroad.
Mode 2: Consumption abroad which occurs when the consumer travels to the territory
of service supplier, for example to purchase hedth services (in case of a patient) or
education (in case of a student).
Mode 3: Commercia presence which involves foreign direct investment, for example,
when a bank establishes a branch in the territory of a country.
Mode 4: Movement of individuas which occurs when independent service providers
or employees of aforeign firm temporary move to another country.

In addition to the four modes of supply, the GATS identified Sx dements of market access
limitationsto trade in services.
Limitations on the number of service suppliers;
Limitations on the vaue of services transactions or asss,
Limitations on the total number of service operations of the quantity if service output;
Limitations on the persons that may be employed in a particular sector or a particular
supplier;
Measures that redtrict or require supply of the service through specific types of legd
entity or joint venture; and
Percentage limitations on the paticipation of foreign capitd, or limitations on the
totd vaue of foreign investment.

This section makes some suggestions for services liberdization at the SADC regiond leve.
51 WTOLIBERALIZATION UNDER THE GATS

The objectives of sarvices liberdization a SADC levd and the GATS ae to promote
transparency, sability and liberdization for services trade. The GATS contains disciplines
amilar to those contaned in the GATT 1994. However, only two of the basc GATS
disciplines are of generd gpplication: the modt-favored nation provison and the transparency
provison. The provisons with respect to nationd trestment and market access are of specific
goplication and gpply only to sarvice sectors included in nationd schedules of commitments.
The GATS is yet to finish rules on subsdies, emergency safeguard measures and government
procurement disciplines and domestic regulation.

The GATS is, however, a non-transparent agreement because of the scheduling it has adopted
to st out bound commitments on services trade.  The “podtive list” approach adopted by the
GATS dlows voluntary scheduling of commitments and obligetion st out in GATS Atrticle
[l to notify changes in laws, regulations and adminidrative procedures for al measures
affecting services trade, gpplies only to committed sectors.

The GATS dlows commitments in national schedules that are bound a a more redrictive
level than the “status quo” (or less than actua regulatory practice). This means that service
providers ae not necessarily provided with accurate information on market access
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possihilities. Given the inherent nature of services trade and the condraints and Structurd
weaknesses inherent in the GATS, regiond agreements can be both wefare-enhancing for
their participants and worthwhile options for negotiating efforts.

Liberdization of sarvices trade is achieved through the remova or lowering of regulatory
bariers to services trade and through the diminishing of discrimingtion vis-a-vis foreign as
compared with domestic service providers.  Unlike trade in goods where the barriers to
market access are modtly through tariffs and quotas, in services trade the bariers are not
explicit. They are through laws and regulations. This makes transparency a key eement for
the effective liberdization of services trade. The current GATS scheduling sructure makes it
difficult to obtain information on any service sector not included in a nationd schedule.  Even
for included sectors, there is no obligatory transparency required because the sectors can be
“unbound” againg conditions of ether “market access’ or “nationa treatment” with respect
to any of the four modes of service supply. The exception has been in the aea of
telecommunications with the adoption of the Fourth Protocol. The negotiations on basic
telecommunications were fortunate in ther timing, as countries had dready moved to cary
out unilateral deregulation and investiment liberdization & home.

Other than the telecom area, both the limited number of sectors included in nationd
schedules as wdl as the limited number of overal commitments particularly by developing
countries, is testimony of lack of progress in the GATS. The adoption of the request and offer
approach may prove afactor in limiting the liberdizing outcome of the negotiations.

Matrices dravn up to illudrate the extent of GATS membes commitments generdly
indicate that developed countries have accepted commitment in more sectors than developing
countries. However, such comparisons concedl the facts that:

= Many of the commitments offered by developed countries smply bind the satus quo
trestment without providing meaningful market access,

=  Sgnificant commitments have not been made in the mode of greatest importance to
developing countries, i.e. movement of natura persons,

= |n most cases developing countries do not have the capacity to benefit from the access
provided in developed country markets, and

= Anti-competitive Stuations, market dominance, redrictive business practices or subsidies
prevent developing country firms from effectively competing in foreign markets.

There are likdy to be dgnificant gains to developing countries if redrictions on services
exports are eiminated. With greater liberdization on movement of natura persons, many
SADC countries could “export” a least the dgnificant labor component of services such as
congtruction, distribution and transport.

Another weakness of the GATS is that it is supposed to provide a stable framework for the
conduct of services trade. Legdly binding measures, guaranteeing not to go back on
commitments, are just as important as lowering barriers to services trade.  However, this is
not present in the GATS.
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Dexpite its shortcomings, the GATS offers a vauable mechanism to overcome the credibility
difficulty that most developing countries face with ther reform efforts. Governments can
make binding commitments to provide market access and national trestment a a future date.
Failure to honor these commitments would creste an obligation to compensate those who are
deprived of benefits, making the commitment more credible than a mere announcement of
liberdization intent in the nationd context. A precommitment to liberdize can dso indill a
sense of urgency in domestic reform, and in efforts to develop the necessary regulatory and
supervison mechanisms.

Severa governments have taken advantage of the GATS to drike a baance between their
reluctance to unleash competition on protected national suppliers and their desire not to be
held hostage in perpetuity either to the weakness of the domestic industry or to pressure from
vested interest. The most driking examples are in basic tedlecommunications where a number
of countries (including SADC countries) have bound themsdves to introduce competition at
precise future dates. Of course, the use of the GATS as a mechaniam for lending credibility to
liberdize programs has not been as successful in other sectors.

The GATS architecture permits developing countries to offer trade liberdization commitment
in those sarvices sectors where access to foreign sarvices and foreign investment is
consdered to be most capable of having a postive impact on the economy. For example,
most developing countries have made commitments with respect to commercid presence in
the touriam sector so as to encourage foreign investment in tourigt faclities The GATS ds0
permits the use of performance requirements to ensure that the beneficid effects of such
foreign presence are maximized. Participation in the GATS negotiations should be seen as an
extenson of the nationa services drategy and meet other sudtainable development godls,
with requests targeted at those foreign measures and practices which impede access by
developing country suppliers to world markets or reduce the benefits to ther firms of
participation in trade in services.

The challenge for SADC countries remains on how to edtablish their specific needs in the
framework of GATS Artice IV leading to trasfer of technology and the capecity building.
However, the experience shows that in some aress, like condgruction services, developing
country suppliers maximize their capacity building when engaging into the joint ventures and
partnerships with the foreign firms in the ddivery of service. This measure - requirement to
edtablish asajoint venture - would be trested as the limitation on trade liberdization.

Implementation of the Article IV provisons a the horizontd level gppears to be difficult.
Developing countries seem to be better podtioned to achieve progress in negotiations on
increedng thelr paticipation in trade in services when focusng on how to implement GATS
Artide IV in the sectors of their interest and in aticulating the associated sector- specific
issues and messures of their immediate concern.

Aress of interest to SADC countries include movement of naturd persons, congruction,
tourism and energy services.

Movement of Persons: A number of SADC countries are interested in a further liberdization
of movement of persons (mode 4) on a sectoral basis and addressing issues that are impeding
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market access including issuance of visas, adminidrative procedures and lack of transparency
and economic needs tests. A new gpproach is necessary to achieve any progress in the
negotiations on mode 4. This gpproach should be handled a a levd of detal so that the
negotiations would not be overtaken by the non-trade concerns. Some of the issues include
sting minimum  suffident  internationd rules that would limit negative trade impact on the
movement of naturd persons and would be compatible with the overdl development
objectives of developing countries, and sectors or categories of professons where
liberdization of the movement of persons is criticd for the export of services from
developing countries.

Tourism: The tourism sector conditutes one of the most important sources of foreign
exchange. For many SADC countries, in paticular the least developed SADC countries
(Mdawi, Mozambique, Tanzania and Zambia), tourism is probably the only economic sector
which provides concrete and quantified growing trading opportunities. It is one of the
fundamentd pillars of their economic development.

Most countries in the region have dready liberdized the tourism sector. However, to ensure
that trade is teking place in a far and compstitive environment, other multilatera measures
may be necessay for disciplining anti-competitive practices in the tourist originating
countries. The competition issue and the treatment of anti-competitive behavior are a the
core of the problems of efficiency, viability and sustainability of tourism in SADC countries.
Ability to ded with those aspects and to counter ther effects is of decisve importance.
Moreover, the inadequacy or absence of a domestic legad framework on competition in
SADC countries, and the lack of multilatera disciplines and mechanisms within the GATS
framework affect the ability of SADC countries to ded with or prevent anti-competitive
practicesin their tourism sectors.

The predatory practices and anti-compstitive behavior in international tourism produce two
man effects on the economic sudanability of the tourism of SADC countries unbaanced
trade benefits, and the deepening of the leakage effect. Their combined impact minimize the
postive impacts of spillover and multiplier effects inherent to tourism, and undermine the
financid capacity of enterprises and the ability of countries to earmark necessary resources to
maintan and upgrade basc infrastructure and qudity sandards in order to sdisfy in an
adequate way comptitive conditions and international demand.

SADC countries may need to ensure the following:
adequate coverage and consstency commitmentsin al tourism activities,

prevention of predatory behavior with anti-competitive practices by dominant
integrated suppliersin the originating markets,

effective access to and use of distribution systems and information networks on a
non-discriminatory bass, and

the implementation of an adequate framework for sustainable development in
tourism.
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Energy Services. The countries of the region can expect to find themsaves under pressure to
liberdize in many sub-sectors of energy services, and it may be necessary to gain a better
understanding of the implications and opportunities of the liberdization of energy markets for
energy producing countries. Energy is centrd to achieving the interrdlated economic, socid
and environmentd ams of sugainable human development, and energy sarvices play a
cucid role in providing efficient access to energy in support of development. SADC
countries are thus faced with the chdlenge of achieving more rdiable and efficient access to
energy through the enhanced availability of energy services. To ensure that the link between
market access and development is clearly established, access to the region's energy markets
could be made conditiona on:

transfer of technology and manageria know-how;
the acceptance by foreign suppliers of public services obligations; and
the setting up of aliances between foreign and domestic firms, including SMIEs.

These principles could be included as negotiated additiond commitments in the sector. On
the other hand, developing countries should creste a favorable environment for foreign and
domegtic suppliers by setting up a trangparent regulatory framework which ensures far
competitive conditions for al operators, especialy access to the network.

Condruction: SADC countries view congruction services sector not only as a key
infrastructure service but dso as a tool for upgrading welfare. Development of this sector
directly contributes to the attanment of the devdopment gods. The drengthening of
domestic and export supply capacity rdies upon the ability of SADC countries to upgrade
continuoudy their technological capacity.

Condruction is one sector that SADC countries can request for sector liberalization of
movement of natura persons in exchange for maket access The movement of foreign
nationds in developed countries is often subject to visa and resdency requirements, and
economic needs tests, even for project related work of short duration, and frequently with
little trangparency as regards the criteria applied in the issuance of visas and work permits,
which often gppear to pendize nationds of developing countries.

SADC countries may seek to attach requirements of associations and joint ventures, so as to
include loca companies in the design and implementation of condruction projects. This has
proved to be the mogt effective way of obtaining accessto transfer of technology.

To benefit from the GATS negotiations, SADC countries need to ensure that multilatera
rues and commitments on trade in services contribute to economicaly raiond policy-
meking a nationd and internationd levels Thear inability to paticipate in past negotiations
has not been conducive to achieving this goa. SADC countries need to push aggressvely for
the liberdization of both domedtic and foreign sarvices makets and to promote the
development of improved rules. At the same time, developed countries need to open the
sectors of export interest to SADC countries so that there is a virtuous cycle of mutualy
beneficid liberdization.

52  SADC REGIONAL SERVICES LIBERALIZATION
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Although some developing countries have been able to implement successful service export
drategies aimed at the world market, for most SADC countries the export markets for most
savices ae neighboring countries. Thus, regiona (SADC) ad sub-regiond (SACU)
integration would seem to provide excelent opportunities for expanding trade in services and
for firms in the region to srengthen ther capacities to export to the world market. However,
SADC countries (like most developing countries) have been dow in incorporating services
into regiond and sub-regiond integration agreements. In fact, the GATS commitments were
the first exchange of obligations among the SADC countries in such schemes.

Negotiations on the liberdization of trade in services are taking place in different forums and
a diffeeent leves (bilaterd, regiond and multilaterd). All  negotiations are however
interrelated, snce commitments adopted a one leved influence developments in others
making the whole negotiating process rather complex. The higher the levd of commitments
adopted in the multilateral framework and the wider their scope, the smaller is the space Ieft
for preferentid liberdization to teke place in the framework of bilaterd or regiond
agreements. Members of sub-regiond integration agreements therefore need to determine a
common position as to the sectors in which access to foreign services could have the grestest
positive impact on their respective economies and development gods.

The firg priority in a sub-regiond grouping would be to drengthen and harmonize the
regulatory structures governing a priority list of services. Access to the regiond market and
the exigence of a regiond or sub-regiona inditutional gSructure can provide the framework
within which invesment can be attached to as an export-oriented sector. New export
capacities can be enhanced by preferentia access to neighboring developing countries, and
that access can in turn be enhanced by culturd and linguidtic factors.

Support for the natural tendency to export to countries in the same region may be provided,
for ingance, by removing requirements and limitations on the movement of naturd persons,
edablishing common curricula among the members of the regiona grouping, which would
greetly faclitate the mutua recognition of diplomas and other professond qudificaions,
eadng the requirements for obtaining the necessary permits and authorizations for foreign
firms to conduct various aspects of their operations in the host country, and opening up public
procurement to firms from other countries of the region.

All regiona sarvices agreements offering preferentia  liberdization concluded among WTO
members are supposed to be compatible with Artice V of the GATS* and ensure a grester
depth of liberdization among members than that of the GATS (known as GATS plus).
Members of preferentid agreements that are in a customs union will drive for a deeper levd
of integration. All preferentid agreements including bilaterd agreements must comply  with
the same requirements and be judged in terms of the same criteria.

“ Article V stipulates that RTAs should: (a) have substantial sectoral coverage; and (b) provide for the “absence
or elimination of substantially all discrimination” through elimination of existing discriminatory measures
and/or through the prohibition of new or more discriminatory measures either at the entry into force of the
agreement or on the basis of areasonable time-frame. The “substantial sectoral coverage” refersto the
number of sectors, volume of trade affected and modes of supply. In order to meet this condition, agreements
should not provide for the a priori exclusion of any mode of supply.
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Many regiond trade agreements offer greater ability to service providers through ther
provisons than does the GATS. Severd preferentid agreements in the western hemisphere
include an explicit “datus quo” provison for the trestment of exiding service messures
which precludes the introduction of any new redtrictions on services trade among members,
while other agreements provide for this implicitly. Regiona trade agreements can target
deeper integration among members than can an agreement & the multilaerd WTO leve
which currently encompasses more than 140 members.

SADC savices trade liberdization will be more complicated than liberdization of goods.
Supply of services mostly requires proximity between producers and consumers. This
requires movement of either service producers or service consumers, or movement of capitd
to invest in sarvice activities. Further, bariers to services trade are mostly embedded in
nationd laws and regulaions. This is a more chalenging task than smply reducing tariffs. It
requires careful design of an appropriate way, timing and forum in which to cary out the
liberdization.

5.2.1 Approachesto ServicesLiberalization

There are two man agpproaches to liberdization of trade in services the “pogtive ligt”
goproach and the “negative lit” approach. Under a podtive lis gpproach, countries
undertake nationd treatment and market access commitments specifying the type of access or
treatment offered to services or service suppliers in scheduled sectors.

The “negative lig” approach is based upon negative liging, whereby al sectors and measures
are to be liberdized unless otherwise specified in annexes cortaining reservations, or nor
conforming measures. Norconforming measures in the annexes are then usudly liberdized
through consultations or periodic negotiations. The negative lig approach provides a great
ded of information in a trangparent form on the exiding bariers to trade in services.
Negative liging obliges members to provide trangparency through the listing technique for
the non-conforming measures or reservations which must be sat out comprehensvely and dl
sarvices sectors must be included. The annexes to the agreements provide a complete and
accurate picture of the existing redrictions to market access or nationd trestment in a given
market. The sectord coverage of commitments as well as the type and comprehensiveness of
information provided on the commitments may vary sgnificantly between the members. This
results in less trangparency for service providers and less legd and economic certainty
regarding market access.

5.2.2 Strategiesfor SADC ServicesLiberalization

In most SADC countries, the first problem to be addressed in drawing up services drategies
is to correct regulatory and fisca disncentives that pendize the export of services in rdation
to goods. As services had traditionally not been viewed as an export sector, mechanisms used
to promote exports of goods are not available to service producers. Service producers suffer
from high levels of tariff protection on imports of the capitd goods and other inputs required
to produce the service efficiently.
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The liberdization of trade in services notably commercid presence, can make a magor
contribution to the achievement of devdopmenta and socid goads. However, cetan
prerequisites must usudly be met for liberdization to have a podtive impact. For example, it
has been clearly shown that the liberdization of the financia services sector should be
preceded by the implementation of sound prudentid legidation. In the hedth sector, the
presence of foreign suppliers can strengthen or weaken the hedth care system depending on
the dtructure of the domegtic sector. In the environmental services sector, foreign suppliers
can make pogtive contributions to the protection of the environment if technicaly adequete,
enforcegble legidation is in place and if funds are avalable to the country concerned to pay
for such imported services.

Enauring the podtive impact of liberdization requires that liberdization commitments be
devised in clear recognition of the specificities of the national services sectors concerned and
of the relationship between sectors. The expected benefits of trade liberdization in the
services sectors may be frustrated by the inadequacy of domestic policies and by the lack of a
wdl-articulated domestic regulatory framework. An gppropriate legd framework is required
to prevent abuses in deregulated markets and protect domestic consumers, while ensuring
transfer of technology and the development of domestic competitive supply capacities.

Defining the most appropriate forum to liberdize sarvices is not an easy task. Deciding what
the optimd level to cary out sarvices liberdization within a regiond grouping with different
levels of economic development is a criticd issue. A better solution is to group the services
sectors according to structure and mode of ddivery (Table 9). For some service sectors, the
regiond levd may well be the most gppropriste and redidic levd of liberdizaion and the
one that makes sense in terms of negotiating effort.

Table 11 - Strategies by Service Sector

TYPE OF SERVICE STRATEGY

Financial; Telecom; Energy; Transport These services require large amounts of capital to operate and
large economies of scale to produce.

The optimum level for liberalization of such servicesis
therefore the largest market possible, in order to attract and
accommodate investment from the most efficient service
operators.

Liberalization restricted at SADC level would limit the ability
of acountry to draw upon the most efficient suppliers and
thus maintain higher-cost services.

The GATS isthe most economical and beneficial forum for
liberalization.

Tourism The sector isalready open in most of the SADC member
countries. It would not make sense to limit it to the region.

The GATS isthe most economical and beneficial forum for

liberalization
Distribution; Professional services; Business | These sectors are subject to strict regulated national standards.
Services; Regional agreements have a useful role to play becauseitis
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easier to harmonize standards at regional level.

SADC may be auseful forum for initial negotiations.

Construction/engineering services

Construction is subject to procurement regulations. Even
though aregional agreement could play an important role for
smaller projects, larger products should be liberalized
globally.

Liberalization can be done at two levels: atregional level for
smaller projects and at GATSlevel for projects exceeding a
certain amount.

Environmental services

Aswith construction, most of the SADC countries do not
have the capacity to provide the necessary technology.

The GATS is the most economical and beneficial forum for
liberalization.

Educational services; Health services

Even though it may be easier to reach agreements on
standards regarding educational and health services at
regional level, thereality of theregionisthat the majority of
the countries are net importers of advanced educational and
health services. Limiting the provision of servicesto the
region will deprive the consumers advanced methods of
teaching and health care.

A careful mix between the GATS and regional preferences
would be beneficial to the consumers. For example,
specialized health care and educational services could be
liberalized using the GATS forum.

Recreational services; Cultural services

Recreational services and cultural services represent differing
levels of sensitivity for consumersin different countries, and
therefore the question of how much and whereto liberalize
these sectors will be decided by the national interests of
participants to any negotiation.

Since the SADC countries have more to offer globally, the
GATS isbest forumto liberalize.

6 CONCLUSION

Entry redrictions are becoming harder to judify in the face of growing evidence of the
benefits of competition. Globdization, privatization and improved information technologies
are expanding the globa markets for services and providing increased business opportunities

for suppliers from developing countries. These opportunities will only be redized if:

= governments give the highest priority to services sectors with export potentia, improve
the services infrastructure and undertake human and inditutiona capacity-building and

regulatory reform,

= private sector firms have sufficient capacity to produce the criticd mass of services

necessary for exports,

= exports of the services are cost-competitive,
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= the services produced are of an acceptable internationa quality leve,

= the sarvices firms are given aufficient support and incentives to develop market linkages,
and

= firms have access to target markets.

SADC countries have much to gan from drengthening multilatera disciplines on domegtic
regulations. The development of such disciplines can play a sgnificant role in promoting and
consolidating domestic regulatory reform. Telecommunications experience is one example.
Such disciplines can dso equip SADC exporters to address regulatory bariers to their
exports in foreign markets. However, there are limits to what can be achieved a the
multilatera level, and some of the key regulaiory chalenges must ill be addressed a the
nationd level. Multilateral trade rules are designed to ensure market access, and not directed
at promoting socid welfare,

While there are some merits to the argument that price determination should idedly be Ieft to
competitive markets, and regulatory price setting is fraught with difficulties, regulatory
authorities in SADC countries where competition is yet to develop need to equip themsalves,
legdly and technicdly, with the ability to regulate prices. This is paticulaly desrable in
SADC where countries have locked themsdves into exclusve supply contracts with one or
two telecom providersfor the next 3-5 years.

Attaining socid objectives in an economicdly efficdent manner is a mgor chdlenge for
nationad policy makers. The manner in which they pursue this objective can have profound
impacts on trade in a variety of aress, ranging from financid, trangport, telecommunications,
health and education services.

While nothing in the GATS prevents a country from pursuing any form of pro-competitive
regulation provided it is not discriminatory, the capacity of most SADC countries to exercise
such regulation is limited. It is incumbent on the countries to create adequate mechanisms for
such regulation For example, in professond services, low dandards and disparities in
domedtic training and examination can become a mgor impediment to obtaning foreign
recognition. Inadequacies in domestic regulaion can legitimize externd bariers to trade. The
need for effective regulation of financial services requires no eaboration.

Making sustainable and effective integration of the SADC countries into the processes of
liberdlizetion of the world economy rests upon cresting a supportive domestic and
internationa  policy and regulatory environments. Far trade will not be achieved in the
imperfect markets, where information will not be equdly avalable to al, where dominant
players will impose ther own terms of doing busness and where the rest will have ro tools to
address the anti-competitive practices. Among dl these concerns asymmetries in the leve of
development and the weak position of the SADC countries in the globa services trade are the
most essentid problems to be addressed. As a minimum, the assessment should demonstrate
conditions under which SADC countries could expect to achieve a balanced growth and the
gpecific obligations, which they will be able to sugain.

Regulations that would secure a competitive environment in eech SADC country are vitd
preconditions for liberdization of market access to proceed successfully. The availability of
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emergency safeguard mechanisms as a temporary fdl-back option could aso support the
efforts of SADC countries to further open their air transport services market for competition.
In the case of the tourism sector, anti-competitive conduct such as exclusve deding clauses
incorporated into contracts between tour operators and hotels in developing countries, or
cdauses on import and supply requirements in franchisng contracts gppears to have the
potentid for a mgor impact on the &bility of SADC countries to benefit from trade in
tourism.

Appropriate domegtic policies in the fiedd of tourism can reduce the risk of low retention
within the country of the revenue generated by tota sales to foreign tourists. Leakages, which
patly negate the economic and development benefits accrued from tourism in developing
countries, can be due to factors such as the import of materids and equipment for
congtruction and consumable goods such as food and drinks to cater for the needs of
internationa tourists, as well as the repatriation of income and profits earned by foreigners
and often from the full purchase of tourism services from outside the host country.

Successful drategies in SADC sarvice exports require a multisectoral approach. For example,
exports of hedth services through movement of patients can be hindered by the non
trangportability of insurance services, and hedth sarvice exports through the movement of
persons can be impeded by problems relating to the recognition of professona qudifications.
Service development drategies can require choices between competing objectives, there may
be contradictions, for example, between ar transport policies and polices amed a
maximizing tourig arivals

Although the most important services policy reforms need to be taken a the domegtic leve,
there is subgantid scope for condructive use of the multilatera trading system both in
redizing credible domedic liberdization and securing market access abroad. Domestic
environment is predominantly open in SADC countries but suppliers of services are not
benefiting from the same effective opportunities in the developed country markets. Further
liberdization along the traditiond lines is not likely to bring the net bendfits to developing
countries and contribute to their balanced growth, unless issues such as movement of natura
persons, technology transfer and capacity building are properly addressed in the negotiations.
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